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PANUTHOS, Chief Special Trial Judge: This case was heard

pursuant to the provisions of section 7463 of the Internal
Revenue Code in effect when the petition was filed.! Pursuant to

section 7463(b), the decision to be entered is not revi ewabl e by

1 Unl ess otherwi se indicated, all section references are to
the Internal Revenue Code (Code) in effect for the year in issue,
and all Rule references are to the Tax Court Rul es of Practice
and Procedure.
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any other court, and this opinion shall not be treated as
precedent for any other case.

Respondent determ ned a deficiency of $17,706 in
petitioner’s 2004 Federal incone tax and a $3,541.20 accuracy-
rel ated penalty.

After concessions,? the issues for decision are: (1)
Whet her petitioner is entitled to clainmed m scellaneous item zed
deductions; (2) whether petitioner is entitled to business
expense deductions in anounts greater than respondent all owed;
and (3) whether petitioner is liable for the penalty under
section 6662.

Backgr ound

Sonme of the facts have been stipul ated, and we incorporate
the stipulations and acconpanying exhibits by this reference.
Petitioner lived in California when he filed the petition.

In 2004 petitioner had a degree in business adm nistration
and worked full time for Sun M crosystens, Inc. (Sun), as an
executive security specialist. Petitioner provided personal

security for certain Sun executives. Mninmumqualifications for

2 Petitioner accepted respondent’s determ nation as to
unreported qualified dividends and capital gains and with respect
to taxes deducted as item zed deducti ons.

Changes to petitioner’s adjusted gross incone resulted in
adjustnents to the amounts of self-enploynment tax owed and sel f-
enpl oynent deduction allowed. Petitioner did not challenge these
adjustnents, and we will not address them further because they
are purely conputational
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this job included proficiency in first aid, defensive driving,
martial arts, and the use of firearnms. Sun also required
petitioner to have a conceal ed weapons |license and a U. S.
passport and to maintain the skills necessary for the job.
Petitioner first obtained a |icense for his business,
Archangel Ri sk Managenment and Security Consultant (Archangel), in
1997, and he continued that activity through 2004, the year in
i ssue. Archangel provided two |ines of service: (1) Business
consulting fromthe perspective of risk managenent; and (2)
personal , physical security for business people. From 1997
t hrough 2004 Archangel’ s expenses consistently exceeded its
i ncone. Petitioner did not maintain any books or accounts for
Archangel in 2004; rather, he neasured his inconme by the suns he
deposited in the bank, and he stored docunentation for his
expenses in a big box.
In 1992 petitioner purchased a three-bedroom house. [In 2004
he sold the house in order to reduce his expenses and purchased a
one- bedr oom condom ni um (condo). Petitioner used his house and
his condo for business, for storing supplies, and for maintaining
his physical fitness and martial arts skills. He also lived in
t he house and the condo. Petitioner |eased a BMN X5 sport
utility vehicle (SUV) and purchased a Honda C vic, both of which
he used for Archangel: the SUV for high-end clientele and the

Honda sedan for clients demanding a | ower profile.
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Petitioner entertained individuals, including current and
prospective Archangel clients, in attenpts to solicit business.
At tinmes he also paid to entertain their children so that he
coul d discuss business with his clients. Petitioner traveled to
events where at-risk individuals could be found, hoping to be
hired to provide security. Petitioner occasionally |earned he
was i nproperly attired on arriving for a protection detail and
purchased appropriate clothing or footwear. Petitioner
consol idated the insurance on his real estate, autonobiles, boat,
and possibly a notorcycle in order to purchase an additi onal
unbrella policy that would provide blanket liability coverage,

i ncl udi ng coverage for his actions on behalf of Archangel.
Petitioner used sone proceeds from Archangel to contribute to an
annuity for hinself.

Petitioner prepared and tinely filed his 2004 Federal incone
tax return. He reported his wages fromworking at Sun. On
Schedul e A, Item zed Deductions, petitioner claimed sone
deductions that are not at issue but also clained $6,778 for
unr ei nbursed job expenditures for uniforns, tools, and safety
equi pnent.3® On Schedule C, Profit or Loss From Busi ness,

petitioner reported gross receipts of $7,825, cost of goods sold

3 After exceeding the 2-percent floor for m scell aneous
item zed deductions, petitioner deducted $5,946 for job-rel ated
expenses.
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of $225, gross incone of $7,600, and total expenses of $60, 249.

Petitioner clained the foll ow ng busi ness expense deductions on

Schedul e C.
Expense description Anmount cl ai ned

Adverti sing $1, 500
Contract | abor 1, 950
Enpl oyee benefit prograns 2,000
| nsurance (ot her than health) 8,190
Legal and professional services 7,245
O fice expenses 5,411
Vehi cl e | easi ng 5, 400
Suppl i es 8, 262
Taxes and |icenses 1,131
Travel 7,020
50% of neal s and entertai nnment 9,510
Uilities 2,630

Tot al 60, 249

In a notice of deficiency for 2004, respondent allowed a
$293 deduction for cellular tel ephone expenses that petitioner
substantiated, in lieu of the $2,630 utilities expense petitioner
clained; allowed an $88 deduction for substantiated taxes and
licenses, rather than the $1,131 petitioner clainmed; disallowed
t he remai ni ng Schedul e C deductions; and disallowed in ful
petitioner’s clainmed job-expense deduction.

In a tinely petition, petitioner alleged that “All the
di sal | oned expenses are ordi nary and necessary business cost
[sic] that are supported with receipts and are all at risk as the
i nvestnent for the business.”

At trial respondent asserted that petitioner failed to

mai nt ai n adequate records of Archangel’s incone and expenses and
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that many of petitioner’s job-related expenses and Schedule C
expenses were not only inadequately substantiated but al so
nondeducti bl e personal, famly, and |iving expenses.

Di scussi on

In general, the Comm ssioner’s determnations set forth in a
notice of deficiency are presuned correct, and the taxpayer bears

the burden of proving that these determ nations are in error.

Rul e 142(a); Wl ch v. Helvering, 290 U S. 111, 115 (1933).
Pursuant to section 7491(a), the burden of proof as to factual
matters shifts to the Comm ssioner under certain circunstances.
Petitioner has neither alleged that section 7491(a) applies nor
established his conmpliance with its requirenents. Petitioner
therefore bears the burden of proof.

Deductions are a matter of |egislative grace, and taxpayers
bear the burden of proving that they are entitled to any

deducti on cl ai ned. | NDOPCO, Inc. v. Conm ssioner, 503 U S. 79,

84 (1992); New Colonial Ice Co. v. Helvering, 292 U S. 435, 440

(1934). Taxpayers are required to maintain records sufficient to
enabl e the Conmm ssioner to determne their correct tax liability.
Sec. 6001; sec. 1.6001-1(a), Inconme Tax Regs. Such records nust
substantiate both the anount and purpose of the clained

deductions. Higbee v. Conm ssioner, 116 T.C 438, 440 (2001).

When a taxpayer establishes that he has incurred a

deducti bl e expense but is unable to substantiate the exact
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anount, we are generally permtted to estimate the deducti bl e

anount. Cohan v. Conmm ssioner, 39 F.2d 540, 543-544 (2d G

1930). To apply the Cohan rule, however, the Court nust have a
reasonabl e basi s upon which to nake an estimate. Vanicek v.

Comm ssioner, 85 T.C. 731, 742-743 (1985).

Congress overrode the Cohan rule with section 274(d) which
requires strict substantiation for certain categories of
expenses; in the absence of evidence denonstrating the exact
anount of those expenses, deductions are to be disall owed

entirely. Sanford v. Conmm ssioner, 50 T.C 823, 827 (1968),

affd. per curiam412 F.2d 201 (2d Cr. 1969). Expenses subject
to section 274(d) include travel and neal expenses, as well as
expenses for |isted property, such as passenger autonpbil es,
conputers, and cellular telephones. Secs. 274(d), 280F(d)(4).
The taxpayer nust substantiate the amount, tinme, place, and

busi ness purpose of these expenditures and nust provi de adequate
records or sufficient evidence to corroborate his own statenent.
See sec. 274(d); sec. 1.274-5T(c)(1l), Tenporary Incone Tax Regs.,
50 Fed. Reg. 46016 (Nov. 6, 1985).

| . Unr ei mbur sed Enpl oyee Busi ness Expenses

Section 162 all ows deductions for all ordinary and necessary
busi ness expenses paid or incurred during the taxable year in
carrying on a trade or business. Performng services as an

enpl oyee constitutes a trade or business. Prinuth v.
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Comm ssioner, 54 T.C. 374, 377-378 (1970). Those expenses that

are (1) ordinary and necessary to the taxpayer’s business and (2)
paid or incurred in a given year are deductible that year. Sec.
162(a); see sec. 1.162-17(a), Incone Tax Regs. However,
personal, living, or famly expenses are not deductible. See
secs. 162(a), 262(a); sec. 1.162-17(a), |Incone Tax Regs.

On his Schedule A for 2004, petitioner described his job
expenses as “Uniform tool, safety equi pnent”.

Wher e busi ness clothes are suitable for general wear, their
cost is typically not deductible. However, where custom and
usage forbid wearing a uni formwhen off duty, deduction is
all owed. The cost of nmaintaining clothes for work is deductible

when the purchase price was deductible. Hynes v. Conm ssioner,

74 T.C. 1266, 1290 (1980). Petitioner did not introduce any
testinony or other evidence proving that the clothing he
purchased for work was not suitable for everyday wear or that Sun
required himto wear anything other than normal business attire.
Accordingly, petitioner is not entitled to deduct his expenses
for buying or maintaining the clothes he wore when working for
Sun.

Most of the other receipts petitioner submtted in support

of his unreinbursed enpl oyee busi ness expenses appear conpletely
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unrelated to his work for Sun.* The remaining receipts indicate
that he went to firing ranges, rented range tinme, and purchased
flashlights, knives, amunition, and possibly firearnms. He did
not introduce any evidence that Sun required himto purchase
these itens, however, nor any evidence that Sun did not provide
himw th the equi pnent necessary to performhis job. Although
the record contains sonme information regarding Sun’s policy with
respect to reinbursenent for Sun-rel ated travel expenses,
petitioner did not provide any evidence about whether Sun would
rei mburse himfor purchasing tools and equi pnment or for
mai ntaining his job-related skills, nor did he testify that he
sought rei nbursenent. A taxpayer’s failure to seek rei nbursenent
fromhis enployer prevents himfrom deducti ng those expenses as

unr ei nbur sed enpl oyee busi ness expenses. Qvis v. Conm ssioner,

788 F.2d 1406 (9th Gr. 1986), affg. T.C. Meno. 1984-533; Lucas

v. Comm ssioner, 79 T.C. 1, 7 (1982).

Respondent’ s determ nation disallow ng petitioner’s job-
rel ated expenses i s sustained.

1. Busi ness Expenses

Petitioner began Archangel in 1997. The expenses fromthis

activity exceeded the gross receipts every year from 1997 through

4 Petitioner submtted nmyriad receipts but generally failed
to show how any of the docunmented expenses were business rel ated.
Cl ear docunentation of what each expenditure purchased and how
each purchase was an ordi nary and necessary busi ness expense does
not appear in the record.
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the year in issue. Petitioner admtted at trial that he did not
keep track of Archangel’s incone during the year; rather, he
conputed his incone by review ng his bank deposits. He did,
however, place all his expense receipts in a big box.

A. Advertising Expenses

Petitioner claimed a $1,500 advertising expense deduction
for Archangel in 2004. He introduced a credit card statenent
showi ng a $1,500 charge to C ear Channel Radio and a conputer-
screen printout of an April 2004 e-mail titled “Summary I|nvoice”.
This printout lists the “Bill To” party as Sugar’s Magazi ne
(Sugar), and addresses the invoice to the attention of petitioner
and anot her individual but at a mailing address that does not
mat ch either of petitioner’s residences (which were al so
Archangel s addresses). The printout states “2004 billing: Net
anount paid: $1,500” and reports that Sugar purchased fifty 60-
second commerci al announcenents between April 14 and 25, 2004, on
KYLD Wld 94.9FMin San Francisco. Petitioner offered vague
testinmony that Sugar purchased bul k advertising and he purchased
advertising at a discount from Sugar. However, the evidence
petitioner introduced indicates that Sugar bought $1,500 of radio
commercials. It does not show that petitioner bought any of this
time for Archangel or that the announcenents were for Archangel
rat her than Sugar or sonme other party. Respondent’s

determ nation disallow ng this deduction is sustained.



B. Contract Labor

Petitioner deducted $1,950 for contract |abor expenses but
did not introduce any evidence or provide any testinony proving
that he actually incurred any contract | abor expenses.
Respondent’ s determ nation i s sustained.

C. Empl oyee Benefit Prograns

A taxpayer, including the owner of an unincorporated
business, is entitled to deduct all the ordinary and necessary
expenses paid or incurred during the taxable year in carrying on
a trade or business, sec. 162(a), including any anmount paid to an
enpl oyee pursuant to an enpl oyee benefit plan, sec. 162(a)(1);
sec. 1.162-10, Inconme Tax Regs.

Petitioner introduced evidence showi ng that he paid $150 per
month for part of 2002 and part of 2004 into a “privileged assets
annuity” with American Partners Life Insurance Co. He clainmed an
expense of $2,000 for enployee benefit prograns.?®

Section 162, however, does not allow deductions for anounts
whi ch may be used to provide benefits under an annuity plan.

Sec. 1.162-10(a), (c), Inconme Tax Regs. Rather, such

contributions are controlled by section 404. 1d. However,

1t is not clear why petitioner introduced evidence
relating to 2002, considering that only tax year 2004 is at
issue. W note that even if petitioner contributed $150 nonthly
to the annuity for all of 2004, as his evidence seens to ask us
to conclude, the total for 2004 would be $1,800, not the $2,000
petitioner claimed. No Code section authorizes petitioner to
round these expenditures up before claimng a deduction.
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petitioner did not introduce any evidence that the annuity he
contributed to was a retirenent annuity and part of a qualified
pl an, as required by section 404(a)(2).

Petitioner is not entitled to deduct any anount for enployee
benefit plans for 2004.

D. lnsurance

Petitioner clained an expense deduction of $8, 190 for
i nsurance expenditures in 2004. Petitioner testified that
busi ness insurance is particularly expensive whenever firearns
are involved and that obtaining vehicle insurance for this type
of business is difficult. As a result, petitioner alleged that
he was required to place all of his insurance (auto, hone, boat,
comercial) wth one conpany so that he could purchase a speci al
unbrella policy covering his use of any of his property in the
busi ness, including two cars, both residences, his boat, and
possibly a notorcycle. It appears that petitioner clained all of
hi s i nsurance expenses (for both cars, both residences, his boat,
etc.) as business expenses because of his need to consolidate
policies in order to purchase the unbrella coverage. Petitioner
al so clainmed that he used both autonobiles only for Archangel
busi ness, because he lived across the street froma nmall and
because Sun provided hima conpany vehicle to use for his full-

time job.
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VWiile there is no dispute that petitioner incurred insurance
expenses in 2004, respondent argues that these expenditures are
not all ordinary and necessary busi ness expenses and that
petitioner is attenpting to deduct personal and living expenses
as business expenses. Petitioner did not introduce any evidence
to show that he used his boat for business, nor did he justify
deducting real estate insurance or substantiate any busi ness use
of his autonobiles. Furthernore, in the absence of corroborating
evi dence, we are not required to accept, and do not accept,
petitioner’s self-serving testinony that he used his autonobiles

excl usively for Archangel business.® See Tokarski v.

Commi ssioner, 87 T.C. 74, 77 (1986); Madden v. Conmm ssioner, T.C

Meno. 2006- 4.

Petitioner asserts that because he used nost of both of his
resi dences for Archangel he may deduct the costs to insure his
properties. Yet he has not clainmed any hone office deduction.

Finally, the docunmentation petitioner introduced in support
of his insurance expenses indicates that he paid between $27 and

$28 to Farmers |Insurance for each of 3 nonths in 2004 for a

6 Petitioner did not claimany deduction for car and truck
expenses for 2004.
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policy listed on three bills as “Commercial”. Wile this policy
may be sonme form of business insurance, petitioner did not
provi de any details of the coverage he purchased.

On the basis of the entire record, we are satisfied that
petitioner clainmed a plethora of personal insurance itens as
busi ness expenses. Under these circunstances, we are unwilling
to assune that the unexplained cormercial line itemon three
bills was business insurance, and we decline to estimate an
annual deduction for insurance for Archangel.

Respondent’s determ nation that petitioner is not entitled
to a deduction for insurance is sustained.

E. Legal and Prof essi onal Services

Petitioner clained a business expense deduction for $7, 245
for | egal and professional services. He presented sone vague
testinony that when his business consulting and risk nanagenent
advice to a business owner proved inaccurate, Archangel had to
pay for legal services to resolve the problemfor its client.
Petitioner then explained inconsistently that Archangel would
pass this cost on to its clients and | ater that Archangel would
not be paid if the |legal challenge fail ed.

Petitioner’s docunentation supporting Archangel’s | egal
expenses consi sted of copies of sone bank statenents with nostly
illegible handwitten notations; one statement with the words

“Attorney Fernando Hernandez” below the line reporting a $2,500



- 15 -
check; and a copy of that check for $2,500 payable to and
endorsed by Fernando Hernandez, but with a notation in the nmeno
field of the check that appears to refer to “Sugar’s U. S.
Landl ord”. This docunentation does not support any deduction for
| egal expenses incurred by Archangel in 2004.

Petitioner testified that maintaining his protection skills
required himto take regular refresher courses. He included
recei pts showi ng $270 paid for firearns, baton, and chem ca
agents training, and we allow this anount as a professional
expense. O herw se, respondent’s determ nation is sustained.

F. O fice Expenses

As indicated, petitioner did not claimany honme office
deduction, but he did deduct $5,411 as office expenses in 2004.
Petitioner’s office expense docunentation included receipts for
parking, tolls, his AAA nmenbership, and cancel ed checks
reflecting unspecified paynents to the California Departnent of
Mot or Vehicles. These itens mght be for car and truck expenses
(but petitioner did not deduct any car and truck expenses on
Schedule C) or for travel expenses. Critically, these docunents
do not identify any business purpose for the expenditures.

Li kewi se, the m scell aneous receipts submtted ostensibly to
support Archangel’s office expenses do not bear any indication of
what | egitimte business expenses they represent. Petitioner

i ntroduced an undated bill for $100 fromthe Fictitious Business
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Nanme Renewal Service for the renewal of Archangel’ s business nane
but did not introduce any docunents to show he paid that bill.’
Petitioner also included a receipt fromthe John El way Foundati on
Auction which appears to docunent his purchase of five signed
items of sports and nusic nenorabilia for $1,350.64. This
recei pt appears to be from Septenber 2003 and does not indicate
any busi ness purpose for this expenditure.

Respondent’ s determ nation disallow ng petitioner’s clained
of fi ce expense deduction is sustained.

G Vehicle Leasing

Petitioner submtted a (largely illegible) copy of what the
parties describe as petitioner’s | ease agreenent for his SUV.
Petitioner clained a $5,400 deduction for vehicle rental,
suggesting that the | ease paynent for his 2002 SUV was $450 per
month in 2004. Passenger autonobiles are |listed property, and
rel ated expenses nust be strictly substantiated or they may not
be deducted. Secs. 274(d), 280F(d)(4). Petitioner did not
provi de any substantiation of the amount, tinme, place, and
busi ness purpose of the use of his SU/. Thus, even if the record

supported his paying $450 nonthly | ease paynents, petitioner is

" Petitioner also submtted two docunents from April 2004:
One a handwitten receipt for a paynent of $25 allegedly for a
fictitious business name, the other a printed receipt for $37 for
a fictitious business nanme. Neither receipt indicates what
fictitious nanme it paid for or whether the fee covered an initial
registration or a renewal. This is not reliable evidence that
woul d support our estimating this expense.
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not entitled to deduct his cost to | ease this passenger
aut onobi | e because he failed to maintain or provide adequate
busi ness records.

H  Supplies

Petitioner clained a deduction for spending $8, 262 on
supplies for Archangel. Petitioner’s docunmentation supporting
hi s supplies deduction includes several documents regarding the
installation of fencing, apparently at the house petitioner
bought in 1992 and sold in 2004. However, sonme of the docunents
are in another person’s nane, wth an address different from
petitioner’s. Petitioner also included a receipt for a garage-
door opener. The business purposes of these expenses is unclear.
In any event, because fencing and garage door openers have useful
Iives substantially beyond the year of installation, these are
capital expenditures, see sec. 1l.263(a)-2(a), Incone Tax Regs.,
and expenses that woul d ot herwi se be deducti bl e under section 162
are not currently deductible if they are capital, secs. 261,
263(a).

Petitioner’s remaining supplies receipts are predom nantly
for the purchase of flowers, live Miine |obsters, and al cohol.
Petitioner did not explain or docunment any business purpose for
t hese expenses or identify the persons invol ved.

Petitioner has not substantiated any legitimte supplies

expenses. Respondent’s determ nation is sustained.



|. Taxes and Licenses

Petitioner claimed $1,131 in taxes and licenses for 2004.
Respondent al |l owed a deduction of $88 for the renewal of
petitioner’s firearnms license. Wth his office expense
docunent ation, petitioner substantiated paying $150 to the Gty
of San Jose for business tax and paying $35 to the California
Bureau of Security and Investigative Services to renew his
security guard credentials.?®

We allow petitioner a deduction of $185 for Archangel’s
expenses for taxes and licenses in addition to the $88 all owed by
respondent. O herw se, respondent’s determi nation is sustained.

J. Meal s and Entertai nnent

The parties stipulated that petitioner expended $8, 753 for
meal s and entertai nment expenses in 2004. Petitioner clained
busi ness neal s and entertai nment expenses of $19, 021, of which he
deduct ed 50 percent, $9,511. Petitioner’s docunentation included
a nunber of novie ticket stubs and hundreds of receipts for
eating and drinking at restaurants and bars. Petitioner did not
provi de any evi dence of the persons entertained or the business
pur pose of the neals, drinks, or novies, and the receipts do not
i nclude any | egible record of petitioner’s recording this

information. Meals and entertai nment expenses are subject to the

8 The renmi ni ng docunents petitioner submitted to
substantiate his expenditures for taxes and |icenses appear to
support his real estate taxes, item zed on Schedul e A
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strict substantiation requirenments of section 274(d). Petitioner
is not entitled to any deduction for neals and entertai nnment
because of his failure to maintain adequate records of the people
invited and entertai ned and of the business purpose of these
expendi t ur es.

K. Uilities

Petitioner clained business expense deductions for utilities
for Archangel anounting to $2,630. Respondent allowed $293 in
substanti ated cellul ar tel ephone expenses. Petitioner’s evidence
i ncludes water, electric, gas, cable television, telephone, and
cellular tel ephone bills, together wth assessnent statenents
apparently from his condom ni um associ ation. Mst of the bills
are in petitioner’s nane, but sone appear to be in the nanme of
one or nore relatives at petitioner’s residential address. None
is in the name of Archangel

Petitioner argues that he is entitled to deduct nost of his
residential expenses (such as repairs, inprovenents, utilities,
and i nsurance) because his residences were used nostly for
busi ness. As noted, he did not claimany honme office deduction
in 2004. Petitioner alleged that he used 85 percent of his
t hr ee- bedroom house excl usively for Archangel. This is
i npl ausible. He testified that when he noved hinsel f and
Archangel into a one-bedroom condo, he continued to use 85

percent of his new residence exclusively for Archangel; i.e., his
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i ving needs occupi ed an even snaller space. This is sinply not
credible.® Petitioner alleges that nbst of his living space was
converted to a training area for self-defense practice and that
nmost of the bedroom space was occupied by firearns storage and
client paperwork. He admtted that his living roomcontinued to
hold normal furniture, including a couch. Petitioner also
testified that the sole purpose of cable television service was
to enable himto nonitor news and events and gather information
on potential threats and possi bl e busi ness opportunities.

Respondent asserts that petitioner attenpted to clai mmany
personal, famly, and |living expenditures as deductibl e business
expenses. Petitioner has not introduced any evidence to convince
us that respondent is incorrect, and he has not shown that he is
entitled to these deductions.® Respondent’s deternmination is

sust ai ned.

°® The fact that sone bills were in the nane of one or nore
of petitioner’s relatives suggests that petitioner may not have
been the sol e occupant of these residences and casts further
doubt on petitioner’s allegation that nearly all of each
resi dence was used exclusively for Archangel

10 Petitioner’s conplaint that respondent is being unfair
and unreasonable in allowng only a few hundred dollars in
busi ness expenses m sses the point. Respondent allowed those
expenses that petitioner proved he incurred and that he
denonstrated were legitimate business expenses. Petitioner’s
failure to maintain accounting records for Archangel and his
failure to record and docunent the specific business purpose of
each of his expenditures conpelled respondent’s disall owance of
the majority of petitioner’s deductions.



L. Travel

Al t hough the record includes sonme docunents potentially
related to petitioner’s clainmed business travel in 2004,
petitioner did not provide any explanation, and the docunents do
not include any description of any business purpose for any of
this travel. Petitioner’s vague testinony and this neager
evidence fail to satisfy the strict substantiation required by
section 274(d). Respondent’s determ nation is sustained.

I1l. Accuracy-Related Penalty

The Comm ssi oner bears the burden of production and nust
produce sufficient evidence showi ng that the inposition of any
penalty is appropriate in a particular case. Sec. 7491(c);

Hi gbee v. Commi ssioner, 116 T.C. at 446. Once the Comm ssi oner

meets this burden, the taxpayer nust conme forward wth persuasive
evi dence that the Comm ssioner’s determination is incorrect.

Rul e 142(a); Hi gbee v. Comm ssioner, supra at 447. To the extent

t he taxpayer shows there was reasonabl e cause for an under paynent
and that he acted in good faith, section 6664(c)(1) prohibits the
i nposition of a penalty under section 6662.

Respondent determ ned a 20-percent penalty under section
6662(a) on the underpaynment of tax resulting frompetitioner’s
di sal l owed item zed and busi ness expense deductions. Respondent
asserts that the underpaynent is attributable to negligence or

di sregard of rules or regulations or to a substanti al
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understatenent of inconme tax. See sec. 6662(b)(1l) and (2). For
t he purpose of section 6662, negligence includes any failure to
make a reasonable attenpt to conply with tax | aws, and disregard
i ncl udes any carel ess, reckless, or intentional disregard of
rules or regulations. Sec. 6662(c). A substanti al
understatenent of inconme tax is defined as an under st at enent
exceeding the greater of 10 percent of the tax required to be
shown on the return or $5,000. Sec. 6662(d)(1).

Respondent satisfied his burden of production under section
7491(c) because the record shows that petitioner substantially
understated his inconme tax for the year in issue. See sec.

6662(d) (1) (A (ii); Hi gbee v. Comm ssioner, supra at 446.

Furthernore, a review of this record reflects that petitioner

cl ai med substantial deductions for which he apparently naintained
no busi ness records beyond storing receipts in a big box. There
is little dispute that petitioner paid the expenses clained, yet
nost of the clained deductions for al cohol, boat insurance,
clothes, contributions to his personal annuity, flowers, signed
menorabilia, and utilities, for exanple, are clearly for
nondeducti bl e personal itenms. On the basis of the entire record,

we conclude that petitioner did not act with reasonabl e cause or

11 Petitioner’'s failure to maintain books and records is
particularly significant in the light of his claimto holding a
degree in business adm nistration and his allegedly providing
busi ness consul ting services to Archangel’s clients.
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exercise good faith in claimng these deductions and that he is
liable for the penalty under section 6662(a).

To reflect our disposition of the issues,

Deci sion will be entered

under Rul e 155.




